
Appendix Ji 

Capital Financing Costs Strategy 

The Council has a strategy in place for the effective management of its Capital 

Financing costs to ensure it can finance a Capital Programme sufficient to meet its 

ambitious agenda and deliver the commitments within its Council Plan.  

The strategy strives to balance this alongside making sensible and sustainable 

financial decisions where the consequences can be managed in the medium and 

longer term. This is a local requirement and is in addition to those prescribed within 

CIPFA’s Prudential Code. 

The strategy covers the following areas: 

 The basis for deciding on level of acceptable Capital Financing costs 

 The basis of the calculation 

 The management of the Capital Financing Budget 

Containing Capital Financing Costs 

The Council will need to decide what an appropriate level of its annual budget it is 

prepared to set aside to support its Capital Financing. This will need to be a high 

level assumption as a number of variables will affect the calculation of and 

management of this metric. 

It is important to remember that as this calculation affects the Council’s ability to take 

out long term loans, decisions made under it are very long term and difficult to 

amend or reverse in the future. 

The Council has set a limit that does not exceed 10% of its net budget requirement. 

The net budget requirement is the Council’s total income in the form of Council Tax, 

Business Rates and Revenue Support Grant. 

Basis of the Calculation  

Scope 

The scope of the calculation includes all financing of the Council’s Core Capital 

Programme and includes the following component elements: 

 Repayment of outstanding debt 

 Direct revenue funding 

 Interest payable on long term loans 

 Other interest payable 

 Bank and cash collection charges 

 Revenue contribution re schools schemes 

 Contribution from Barons Quay development account 
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The calculation does not include investment interest receivable, to ensure it is a 

more realistic measure of long term interest exposure. 

It does not include the costs of borrowing to support activities the Council deems to 

be truly commercial. All costs and income associated with these developments will 

be held in separate development accounts on the Council’s balance sheet and 

carefully monitored for their financial impact on the Council within the parameters 

laid out in the Council’s Commercial Investment Strategy. 

Any surplus or deficit on these commercial activities, once up and running, will be a 

matter to be considered through the Council’s long term financial planning regime. 

Where a scheme has been developed that is commercial but requires an element of 

‘gap’ funding the Council would include the ‘gap funding’ or ‘contribution’ within its 

core capital programme (and hence be part of this calculation) and include the level 

of investment that can be assumed to be covered by income from the 

‘development/scheme’ in a separate development account. 

The Calculation 

To determine the long term cost the following factors need to be taken into account. 

 £m 

Calculate 10% net Budget X 

Less:  

Costs of Historical Borrowing – MRP (net 
of any contributions from services) 
 

(Y) 

Costs of Historical Borrowing – interest (Z) 

Costs of Banking Services (A) 

Interest payable on third party funds (B) 

Balance – Assumed for new 
borrowing 

X-Y-Z-A-B 

 

The calculation determines how much money is available for new borrowing.  

To determine the level of borrowing that is prudent then a calculation is undertaken 

to show the level of new debt the above balance could  afford to sustain using 

appropriate long term interest rates (PWLB 20 year rates1) and the Council’s current 

approved debt repayment (MRP) policy. 

Clearly any borrowing is supplemented by other funding sources, internal and 

external, to develop the Council’s Capital Programme and Investment Strategy. 

                                                           
1
 PWLB 20 year interest rates are currently assumed at 3.00% (Source: PWLB rates 
on 20 November 2019) 
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The strategy is set to support the management of the Council’s long term financial 

health. On an annual basis the actual borrowing will be undertaken by the Council’s 

finance officers in line with the approved Treasury Management Strategy to ensure 

any short term efficiencies (and cash flow savings) accrue to the Council. A practical 

example would be the Council borrowing, short term from itself, in lieu of external 

borrowing whilst interest rates remain low. This would generate an in year saving but 

would not be sustainable or guaranteed in the longer term. 

Management of the Strategy 

Given that the strategy is designed to produce long term sustainability of the 

Council’s finances and is based on a number of key assumptions (which can vary as 

below) it is highly likely that on an annual basis actual expenditure will be different to 

that budgeted. 

 Actual interest rates are different to those assumed (conscious or market 

driven) 

 Level of borrowing  is different to that estimated (as the Capital Programme is 

delivered at a different pace to assumptions) 

Any variation on this budget will therefore be ‘ring-fenced’ within the Council’s 

financial management arrangements and transferred to or from the Long Term 

Liabilities reserve as part of the Council’s year end financial reporting arrangements. 

Long Term Liability Reserve 

This reserve was created shortly after the Council was formed in 2009 and is used to 

manage long term financial issues that may materially affect the financial 

sustainability of the Council including – management of debt repayment, long term 

pension liability management, and possible early retirement costs (where they relate 

to the delivery of savings). 

Governance 

This policy is a key component of the long term financial management of the Council 

and as such is included within and signed off annually as part of the Council’s 

Capital Strategy. 

 

 


